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What Is American Capitalism? 
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Mr. FRriepMan: “Capitalism” has become a fighting word in the 
attle between East and West and for men’s minds everywhere; and, 
ke all slogans, it means many things to many men. To some “capi- 
lism” is a term of opprobrium, signifying the oppression of little 
ven by ruthless monopolies; to others “capitalism” is a term of hope, 
gnifying the freedom of men to shape their own economic destinies, 
1e unleashing of human ingenuity and energy to raise the standard of 
ving of the masses. To all, American capitalism is a symbol of eco- 
omic strength and power, of unprecedented wealth and productivity, 
je strength which is the hope of our friends and the despair of our 
aemies. 
‘What is the nature of this American capitalism? What are the 
turces of its strength? What are the dangers which face us? Is Amer- 
an capitalism competitive or honeycombed with monopolies? Does it 
omise opportunity to all or threaten the concentration of economic 
wer? Wright, as the author of the book entitled just Capitalism, 
hat is capitalism? 


Mr. Wricut: Capitalism is not just private property, nor is it just 

fit; capitalism is private property and profits and some income in- 
juality within a framework of competition and social fluidity, in 
nich there is a great deal of independent policy determination and 
uch movement between social classes. When it ceases to be that, in 
y opinion, it ceases to be capitalism. 


Rr. FrrepMan: Galbraith, your use of the word “American” in the 
e of your recent book—American Capitalism—suggests that you 
nk that there are some special features of our kind of capitalism. 
at do you regard them as being? 


. GatpraitH: I am afraid that you give me credit for sophistication 
ich I did not have. I do not recall that I had anything particular in 
d in adding the word “American” to the title, and I would not at- 
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tempt to make too sophisticated a definition of capitalism. It wou 
seem to me that the essential point is who makes the decisions in ; 
economy. Under capitalism the decisions are made by the people wl 
own or manage the basic productive resources, and that is in contre 
with decisions which are conformed to in a larger plan made by 
state under noncapitalist forms of enterprise. 


Mr. FriepMan: American capitalism has sometimes been regarded 
distinguished from others by its greater productivity compared wi 
most. Do you think that that reflects a difference in our econom 
structure or is it a result of economic resources? 


Me. GarsraitH: I do not think that one can credit all that to tl 
organization of the economy. The volume of resources, the levels | 
education, the age of our country—a great variety of factors contribu 
to productivity, and I certainly would not associate them all with tl 
particular organization of the economy. 


Mr. Wricur: I would like to make some qualifications on Galbraith 
definition of capitalism. He says that it is a system in which the dec 
sions are made by the managers and owners, but I wonder if it is ni 
more essential that a lot of the decisions are not made by anybody bi 
are made by the market. Personally I do feel that the productivity | 
the system is related to its economic organization, namely, in the f. 
that it involves a great deal of independent experimentation. 


Mr. GatsraitH: I would not deny that it is related to the system 
economic organization, but I merely would not want to confine it 
to that. We are fortunate in a great many respects. 


Mr. FriepMan: This dynamism which seems to me to be a re 
important feature of American capitalism our opponents sometim: 
think makes us peculiarly vulnerable to the problem of depressions 
inflation. This is an area on which they have attacked the Americ 
system. 


Mr. GarsraitH: I must say quite frankly that I think that the pro 
lem of economic stability is part of the unfinished business of o 
economy. We would make a great mistake if we thought that we h 
solved that problem. However, we would be opening up a whole ne 
range of discussion on this, and I suggest that you have another Ro 
Taste on that sometime in the future, with better-qualified parti 
pants. 
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Mk. Frrepman: Let us turn to the question of what American capital- 
3m is in more detail. I take it that for our purposes our emphasis will 
e on the structure and organization of the capitalist system rather 
nan on these problems of inflation and depression. We might start by 
sking the question of how competitive American capitalism is. 


Mr. Wraicnt: In order to answer that, one first has to have some idea 
£ what competition is or what monopoly is. A lot of people think that 
nonopoly is simply big business and that competition is small business. 
“his is quite wrong. Competition to me means the presence of several 
enters with alternative policies competing against one another. You 
an have big units, but if there are many other big units and if they are 
‘| deciding independently and being reconciled in the market, then 

at is not monopoly; and in the same way under the fair-trade laws 
bu can get a lot of small units which are so bound down that there is 


o real competition among them at all. 


Mr. Garsrartu: I must say that I think you are making that, how- 
ver, a bit too complicated. Are we not agreed, on this point at least, 
iat, where there are a very large number of small businessmen pro- 
ucing the same product, we have competition and do not have 
sonopoly? Do we not agree that we have a situation which grades 
yom that by no very sharp lines, as the older economist used to sup- 
se, as one gets smaller numbers in a market and increasing size to the 
nal point where one has a single firm selling the whole of the product, 
hich, of course, we all agree is the old classic case of single-firm 
fonopoly. But there is no sharp distinction between competition at 
ne extreme and single-firm monopoly at the other. You have a whole 
‘adient in between. 


‘Mr. Wricut: On the whole, I would follow that except that you 
suld have a number of small firms which were not competing at all; 
id you could have a single-firm monopoly which was competing a 
eat deal; particularly one gets into the problem of what a product is. 
sertainly agree with you that it is a spectrum and not black and white. 


. FrrepMan: In the actual American economy it seems to me that 
ere unquestionably are these areas of monopoly, these areas of com- 
ition. My own feeling is that most discussion tends grossly to over- 
ite both the magnitude and the importance of the monopolistic ele- 
ents, largely because monopolies where there is only one firm in the 
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field are more visible, partly because monopoly is so concentrated : 
manufacturing. 


Mr. GatpraitH: I am not terribly impressed by the importance « 
the question partly because I am less disturbed than many peop 
about the problem of monopoly. The question, to be sensibly frame 
has to be put in these terms: Is the American economy over at the cot! 
centrated, big-business pole; or do we find most of the productio 
coming from agriculture, coal-mining, the industries where characte 
istically a large number of small producers produce a similar product 
It seems to me perfectly evident that most of our production does cor 
from large firms which are relatively few in number. 


Mr. FriepMan: This seems to me not only not obvious but false. Th 
large firms few in number are likely concentrated in manufacturin 
and transportation, and these together account for less than a third « 
our total output. Recent studies which have been made suggest th: 
what would generally be regarded as monopolistic firms and industri 
account for perhaps less than a quarter, as little as a fifth, of our tot. 
output. 


Mr. Gatsraitu: I would not like to get into too elaborately statistic: 
debate here. It seems to me that that sort of calculation, however, 
very faulty, and, if you are going to make it, you have to exclude fror 
gross national product government, and you have to add to manufa 
turing and retailing such concentrated industries as power utilities, an 
so on. 


Mr. FriepMan: Quite so, but when you make all these additions- 
and you are quite right that I have been excluding government; I hav 
been thinking of private industry—people tend not to recognize, fe 
example, that the provision of domestic service, which I take it you woul 
agree is a highly competitive industry, is a larger industry than th 
production of automobiles. ' : 

Mr. Wricut: I still think that we are in some danger here of gettin 
off on too simple a definition of competition. I would say that, eve 
when there were a few firms in the field, there still might be a gre 
deal of competition. As a matter of fact, the question of what is a pur 
ly competitive producer is largely psychological, since it depends on 
way he reacts. I teach antitrust law, and I think that one definiti 
which exaggerates the monopoly danger is the fact that the law, by a 
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rge, defines the thing technologically. For instance: Alcoa produced 
) per cent of all the aluminum in the country, therefore Alcoa is a 
onopoly. I do not think that Alcoa is a monopoly or anything like it, 
cause there were so many substitute products which competed very 
rongly, and therefore, although it seemed a monopoly par excellence, 
was actually a highly competitive industry. 


Mr. GatsraitH: You would say that there was a difference between 
e position of Alcoa, though, which had substantial control over the 
‘ice at which it sold aluminum and the position of a wheat farmer, 
r example, who has no control over the price at which he sells his 
oduct. I only say that to emphasize this grading and effect between 
mpetition at one extreme and substantial control over output and 
ice which I take it to be earmarks of monopoly at the other extreme. 
‘e should make clear that, in using the term “monopoly” here, we are 
ing it in a noninvidious sense. It is as economists employ the term; 
is a technical term rather than something which implies immediate 
ult. 
Mr. FrrepMan: Yet, while recognizing this gradient, it is important 
emphasize that bigness is not by any means the same thing as 
onopoly. The Atlantic and Pacific chain of grocery stores is an ex- 
edingly big enterprise, but it seems to me to have essentially no 
onopolistic elements worth speaking of. There are many much 
valler enterprises which have a large amount of monopoly. This is 
ticularly important, because one of the common feelings has been 
at monopoly has been growing in this country. I regard this myself 
an erroneous conclusion drawn from the fact that firms have been 
tting bigger. 
Mr. Gatsraitu: I completely agree with you, and the case of A & P 
a very persuasive one. A & P only has about 8 per cent of the retail 
isiness and is in a business where entry is fundamentally very easy. 


Mr. FriepMan: It may well be that the existence of the A & P has 
mulated certain elements of competition by making entry in a cer- 
in sense even easier. 


Mr. Wricur: And also by forcing a number of people to abandon 
solete methods of marketing and get on their toes. 


Mr. Friepman: But if we recognize that monopoly is not the same 
ing as bigness, the fact that concerns have been getting bigger, as 
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they have, with the economy growing over the last fifty years, does not 
mean that monopoly has been increasing. 

This discussion so far has been in terms of monopolies in business 
enterprises. I take it that one of the respects in which the American 
economy has changed over the last fifty years is the growing impor 
tance of a very different kind of monopoly—a monopoly which i 
represented by labor unions, organizations of workers, and the like. 


Mr. Wricut: There it seems to me is the real monopoly problem. I 
do not feel that monopoly is so much a matter of relative size as inde 
pendence of policy. The monopoly problem is coming in two ways 
not only through labor but also through the movement for cooperative 
planning among businesses of the NRA type of which many of th 
intellectuals of the union movement approve. It is all part of a general 
pressure toward the smoothly functioning, perfectly serene society in 
which the boat is never rocked. That is coming from some unionist 
and also from some very conservative businessmen. 


Mr. GatsrairH: I do not see why, as a Virginian, you should 
opposed to a little serenity in life. 


Mr. Wricut: You do not seem to know your American politic 
theory very well; Thomas Jefferson was saturated through and throug 
with the idea of change. 


Mr. GatsraltH: I agree, of course, that the notion of monopoly i 
not peculiarly a business concept. On the other hand, I would not agre 
that the center of the monopoly problem here is in the labor field. 
am curious as to why that excites you more than, say, in the area o 
industry. 


Mr. Waicur: It is harder to deal with a wolf in sheep’s clothing th 
it is to deal with a wolf. The essential drive toward the routine soci 
ety comes from both the left and the right, but in the case of the union 
movement it is given all sorts of altruistic labels which make it mu 
more difficult to pin down. 


Mr. GarsralTH: I would disagree with you fundamentally there. 
I say, I do not get wildly excited whenever I hear the term “monopoly. 
Actually, I believe, we would have had very little progress in th 
United States if we had not had elements of monopoly in the syste 
It is from the elements of monopoly power that have come the resour 
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or research. What we may have lost in some sort of cross-section exami- 
sation we have gained in the dynamic. 

| However, that is another question. I myself regard the development 
if both labor organizations and agriculture organizations as a counter- 
ag strength to positions of strength in the business area. 


Mr. Frrepman: This brings us to a real issue which requires discus- 
ion and where I think we depart very widely—whether the monopolies 
a these areas like labor and agriculture (which I join Wright in be- 
yeving are important sources of danger) neutralize and “countervail,” 
» use the phrase which you have introduced, Galbraith, the power of 
ne industrial monopolies or, as it seems to me, simply offer greater 
portunity of exploiting that power. 


Mr. Wricut: In the first place, I am a little afraid of this neutraliza- 
yon. There is a confusion here. You can have neutralization in the 
ense of sterilization—that everybody gets behind the trench and points 
| gun at everybody else, and nobody is able to move. 


Mr. GasraitH: Your figures of speech are getting away from me 
nere. I wish that you would explain that. 


| Mr. Wricut: I mean by this that by neutralization or countervailing 
ou may balance so that there can be no movement. I agree with you 
nat the presence of zones of market power is associated with the 
evelopment of American industry. I am afraid that being a common- 
w lawyer originally, I am still inclined to take refuge in a reasonably 
rudent man; and I would define monopoly as an unreasonable degree 
£ market power. 


Mr. GatsrartH: Let me explain what I have in mind here. It is not 
ery complicated. The ancient position on the labor market, for ex- 
mple, was that competition between employers for labor would in- 
are that everybody got a fair wage. That is the position that most 
sonomists believed and held in the nineteenth century and which 
gather, Friedman, that you still hold. 


Mr. FriepMan: I cheerfully agree to that characterization. 


“Mr. Garsrarru: And if one goes back, for example, in the early 
920’s, to the steel industry, I think that one would have considerable 
ubt as to whether that was working in such manner as to protect 
ie worker. Those were the days, as one recalls, when the seventy- 
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two-hour week, seven days a week, was worked, with a double shi 
once every fortnight when the shift changed; and where it was widel 
recognized, not alone by workers and labor leaders but by citize 
and businessmen generally, that this was a pretty bad situation. 

This was not peculiar to steel, and my argument simply is that, in 
stead of competition rendering the essential protection to the worke 
in that area, ultimately what happened was that you got organization 
and you got an offsetting power in the hands of the workers. On th 
whole, you have in that situation a much more stable equilibriu 
than when you were relying on competition. 


Mr. FrrepMan: I want to make two points in detail in regard t 
that. In the first place I think that you grossly overrate the influenc 
which the organization of the union had on wage rates and condition 
in these areas. 


Mr. Gatsraitu: In other words, you are saying that it is a monopoly 
but not a monopoly which does any good? 


Mr. FrirepMan: Not a monopoly which has any great force and great 
strength. I quite agree. I argued earlier that I think you tend to over- 
rate the importance and significance of monopoly. 


Mr. GarsraitH: Why do you worry about it? You cannot have it 
both ways. 


Mr. FriepMan: I do not want to. I am worried about it, because 
it has been growing very rapidly in this area and more especially be- 
cause monopoly in this area offers more possibility of getting the 
political power of the state on its side. So that it is not its fundamental 
original economic power which bothers me; it is the possibility of 
pulling in on its side the political power and thereby getting a degree 
of economic power which it does not now have. 


Mr. GarsraitH: I still am concerned as to why you worry about 
this political power. I do not see after twenty years of active organiza- 
tion any such evidence. 


Mr. Wricut: There are some points which have been allowed to go 
by default. You forget that for one hundred years without any unions 
at all to speak of the real income of labor was going up right along. 
I am not aware of any conclusive statistics that would show that o 
rate of growth of output per head is any faster now than it was withou 
unions. It seems to me that, as a country gets richer, it does take off mor 
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ime for leisure. But how much of that is the unions’ doing and how 
much otherwise, I am not at all sure. 
The real thing with which I dissent somewhat from Friedman is... 


Mr. GarsraitH: I am glad to see that I do not have the monopoly 
of attack here in this program. 


Mr. Wricut: . . . that I think that there is a limited but useful zone 
of labor action. But the point is that I think the labor movement 
passes from being a help into being evil when it adopts precisely the 
same bias toward stability and serene routine that the monopolist often 
nas. 


_ Mr. GarsrairH: What do you mean by “stability and serene rou- 
tine”? 

Mr. Wricut: Uninterrupted work security; security on particular 
sobs; selection and promotion by seniority. 


Mr. Gatsraitu: Is that always bad? 
Mr. Wricut: Yes, I would say so. 


| Mr. Garsrarra: Why do you want to keep stirring people up and 
making them unhappy? 


_ Mr. Waicur: Are they unhappy? It all depends. Sometimes some 
people are very unhappy if they are not allowed to stir things up. It 
seems to me that this is the fundamental choice here on the development 
of our civilization. We grow through new ideas and new skills; but 
new ideas and new skills inevitably disturb people. 


Mr. Gatsrarru: Is there any evidence that in the last twenty years, 
since we have had a fairly active and aggressive trade-union move- 
ment, there has been a decline in the rate of technological adaptation? 


Mr. Wricnt: In those lines in which it has been extremely powerful 
there has been. I am talking about those lines in which the unions 
nave been very strong for a very long time—building trades and the 
ailroads. In both cases the effect has been a very considerable stultifi- 
ation of technological progress. Now of course there has been tech- 
ological progress, but nothing like there would have been otherwise. 


_ Mr. Gaxsrarru: Are you not being a little hard on the railroads? 
for example, we have had wholesale dieselization of the railroads in 
ne last twenty years. 
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Mr. Wricut: Over the union’s dead body. And remember the strikes 
to carry firemen on diesel engines and that sort of thing. 


Mr. FriepMan: But over the longer period, if we look back over fifty 
years or so, I would argue that monopolies have been restrained in 
power on both sides, precisely because the fundamental philosophy 
of the American system has been competitive; because we have em- 
phasized the freedom of people to enter new trades, new occupations, 
new businesses. My fear in carrying out the kind of philosophy 
which you suggested, Galbraith, of balance among alternative monop- 
olies, is that this would be lost and that there would be a tendency, 
first of all, for the monopolies to combine with one another to exploit 
the consumer rather than to offset one another. This is, as you know, 
what has happened in a considerable number of areas where unions 
have been strong. But, more important, the best example I know 
of a world organized along the lines of countervailing power is the 
international political system where we have a relatively small num- 
ber of monopolists—national states—essentially engaged in a system 
of countervailing power. Does that produce stability and progress? 


Mr. GatsrattH: Both you and Wright are taking refuge in analogies 
and figures of speech. I hope that that is not an indication of weakness 
in argument—an inability to come to grips with the substantive 
issues. We have had relatively strong union movement and relatively 
strongly organized agriculture, both of which I argue are important 
in this countervailing system. We have had them now for twenty years. 


Mr. FrrepMan: And look at agriculture. 


Mr. GatsrairH: During that period we have had the most rapid 
technological advances in agriculture and the most rapid increase in 
production in our history. Wright has not yet produced any conclu- 
sive evidence of stagnation or decay in the industrial field. As a matter 
of fact, most everybody takes a great deal of pride in that rate of 
technological innovation. My contention to both of you is that you 
just have a profound impulse to make yourselves unhappy by finding 
trouble which does not exist. 


Mr. Wricut: My trouble is that I am unfortunately historically 


minded. I see the movements in other countries. 


Mr. GatsraitrH: Why do you not recognize history when you 
it? 
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Mr. FriepMan: The difficulty is that history never proves anything. 
e interpret history; we look at it; and I would argue that the history 
f the last fifty or one hundred years in the United States has shown 
the virtues, the strength of the competitive element. I would say that 
ur progress of the last twenty years reflects the fact that we have not 
ad very important monopolistic elements. Far from agreeing with you 
hat unions and monopolies have become dominant, they have been of 
1 negligible importance. 


Mr. GarsraitH: I want to make my own position clear on this. I 
ould keep the antitrust laws, and I regard them as a very important 
evice for maintaining the kind of equilibrium which I see in the 
American economy. I think that the opportunity for bringing strong 
argaining to bear either by weaker groups, consumers or producers, 
r by those who act on their behalf is very much better when one does 
aot have single-firm monopoly. I would certainly keep the antitrust 
ws for that purpose; and I must say that I would also use them 
igainst any nonindustrial group which gains a strong monopolistic 
osition. 


Mr. Wricut: The difference between the kind of monopoly power 
hich I admit and the philosophy of countervailing power in some 
f its interpretation is that I do not want any few groups which simply 
1eutralize each other in the sense of permitting no change which incon- 
veniences any of them. 

On this history point, this thing it seems to me should be judged 
with reference to the British labor movement. England is always 
. little ahead of us on these various social movements, and there 
you see a nearly complete stagnation of the technique of a country. 


Mr. Garpraitu: If this stagnation were possible, you would be 
ready seeing signs of it in the United States. 

Mr. Waicut: I do. 

_ Mr. Garsrartu: And I take it as another indication of weakness in 
four argument that you have to go to England for your evidence. 


Mr. Waricut: Not at all. You see in Europe we have still been to 
me extent a colonial culture, and you will find many of the major 
evelopments of American thought and life running ahead of us in 
Zurope. 


Mr. FriepMan: After a visit recently, Galbraith, to Europe, I came 


back saying that I was going to tell my students after this that America 
had perfect competition everywhere. I regard as the essentially out- 
standing feature of the American system the fact that it has so rela- 
tively little monopoly. ‘ 

Mz. Garsearru: I do not like to see you misleading your students 
here at Chicago that way. You see I agree that there are great elements 
of competition in the American economy, but surely you are going a 
bit too far. 

Me. Frrepman: Closing this discussion I note that at least we all 
seer to regard the really serious diseases of capitalism, if there are 
any, as being in the future; that we are agreed that to date capitalism, 
as it has been practiced in America, has shown a great advance im 
the economic well-being of the people of America. 


ECONOMIC POLICY FOR A FREE SOCIETY* 
By HENRY SIMONS 
* 


‘4 HERITAGE of excessive centralization may be a necessary or 
reasonable price to pay for rapid maturing of new industries and new 
technology—and the same may be true of some desirable new govern- 
mental functions or services. In any case, America should face now an 
urgent task of deorganizing industry and deconcentrating industrial 
control. Some direct dismantling of corporate empires seems indis- 
pensable. The main concern of policy, however, should be that of 
facilitating new enterprise and multiplication of moderate-sized firms. 

here are grave productional diseconomies in giant enterprises; but 
these are compensated by larger artificial, private “economies” which 
ise public policy may and should cut away. Notable are the “econo- 
mies” of national advertising and vast sales organizations (a problem 
of consumer education, consumer-goods standards, and technical in- 
formation), of differential access to technical knowledge (patent-pool- 
ing and research), and differential access to new capital funds (inordi- 
nate centralization of securities markets). All these merely private ad- 
antages of great, monopolistic size present challenges which can be 
met. Reasonable access to markets, to technology, and to capital funds, 
on the part of new and moderate-sized firms, would mean an end of 
serious enterprise monopoly. 

Industrial monopolies are not yet a serious evil, Their organization is 
largely superficial; their powers, with rare exceptions, are very limited 
and precariously held; they tend to fall apart, though too slowly, in 
spite of policy. Their menace remains largely potential and comple- 
mentary. In a community bent on preserving libertarian democracy, 
enterprise monopolies, standing alone, would be diagnosed as a simple 
skin disease and easily remedied. 

The hard monopoly problem is labor organization, Here are monop- 
olies, actual and imminent, with really great power, economic, political, 
and military. Once grown large, they cannot easily be taken apart like 
enterprise aggregations. Like corporations and up to about the same 
size or scale, unions have real social uses—which may outweigh abuses, 
But their size potentials and their appetites for power exceed even those 
of business corporations. Organized like armies rather than like busi- 
nesses, and encountering no productional diseconomies of size because 


* Selected from Henry Simons, Economic Policy for a Pree Society (Chicago: Univer- 
sity of Chicago Press, 1948), pp. 34-35, 41=45. (Reprinted by special perminsion,) 


14 THE UNIVERSITY OF CHICAGO ROUND TABLE 


they produce nothing, they tend to absorb all competitors and to use 
power zealously and overtly while any eligible workers remain outside. 
Their size tendencies, moreover, are almost unamenable to the check 
of law or governmental policy. There would appear to be no stable or 
attainable happy mean. Strong labor organizations either die aborning 
or grow into intolerable monopolies. Moreover, labor monopolies and’ 
enterprise monopolies are ominously complementary; each tends to 
foster and to strengthen the other, fighting together to maximize joint 
exactions from the public while also fighting each other over division 
of the spoils. ... 

. Much significance has been, and should be, attached to the simul- 
taneous development of capitalism and democracy. Indeed, it seems 
clear that none of the precious “freedoms” which our generation has 
inherited can be extended, or even maintained, apart from an essential 
freedom of enterprise—apart from a genuine “division of labor” be- 
tween competitive and political controls. ‘The existence (and preserva- | 
tion) of a competitive situation in private industry makes possible a 
minimizing of the responsibilities of the sovereign state. It frees the 
state from the obligation of adjudicating endless, bitter disputes among 
persons as participants in different industries and among owners of 
different kinds of productive services. In a word, it makes possible a 
political policy of laissez faire. 

This policy and the correlative political philosophy, nineteenth- 
century liberalism, have been subjected latterly to gross misrepresenta-_ 
tion and to shallow satirical jibes in the “new economics.” The repre- 
sentation of laissez faire as a merely do-nothing policy is unfortunate 
and misleading. It is an obvious responsibility of the state under this 
policy to maintain the kind of legal and institutional framework with- 
in which competition can function effectively as an agency of control. 
The policy, therefore, should be defined positively, as one under whi 
the state seeks to establish and maintain such conditions that it may 
avoid the necessity of regulating “the heart of the contract”—that is to 
say, the necessity of regulating relative prices. Thus, the state is charge 
under this “division of labor,” with heavy responsibilities and lar. 
“control” functions: the maintenance of competitive conditions in in 
dustry; the control of the currency (of the quantity and value of th 
effective money) ; the definition of the institution of property (especiall 
with reference to fiscal practices)—not to mention the many social w 
fare activities. 

The great errors of economic policy in the past century may be de 


THE UNIVERSITY OF CHICAGO ROUND TABLE 15 


fined—and many of our present difficulties explained—in terms of ex- 
cessive political interference with relative prices, and in terms of disas- 
trous neglect of the positive responsibilities of government under a 


free-enterprise system. Our governments have tinkered interminably 
with relative prices (witness the tariff). On the other hand, they have 
never really tried to maintain effectively competitive conditions in 
industry (witness the “rule of reason” and the absurd grants of powers 
0 corporations). They have evaded—when they have not abused— 
cheir responsibility of controlling the currency (witness the growth of 
drivate banks which provide, and potentially can destroy, all but a 
small percentage of our total effective circulating media). Moreover, 
they have scarcely recognized the obligation, or the opportunities, of 
mitigating inequality through appropriate fiscal practices—that is to 
say, through appropriate definition of the institution of property. Con- 
sequently, the so-called failure of capitalism (of the free-enterprise sys- 
em, of competition) may reasonably be interpreted as primarily a 
‘ailure of the political state in the discharge of its minimum responsi- 
vilities under capitalism. This view may suggest reasons for skepticism 
mith reference to currently popular schemes for curing our ills. 

It seems clear, at all events, that there is an intimate connection be- 
ween freedom of enterprise and freedom of discussion and that polit- 
ical liberty can survive only within an effectively competitive economic 
jystem. Thus, the great enemy of democracy is monopoly, in all its 
lorms: gigantic corporations, trade associations and other agencies for 
price control, trade-unions—or, in general, organization and concen- 
ration of power within functional classes. Effectively organized func- 
Jional groups possess tremendous power for exploiting the community 
't large and even for sabotaging the system. The existence of compe- 
ition within such groups, on the other hand, serves to protect the 
sommunity as a whole and to give an essential flexibility to the econ- 
my. The disappearance of competition would almost assure the 
recking of the system in the economic struggle of organized minori- 
ies; on the political side, it would present a hopeless dilemma. If the 
srganized economic groups were left to exercise their monopoly pow- 
rs without political restraint, the result would be a usurpation of 
vereignty by these groups—and, perhaps, a domination of the state 
sy them. On the other hand, if the state undertakes to tolerate (in- 
ead of destroying) such organizations and to regulate their regula- 
ons, it will have assumed tasks and responsibilities incompatible with 
enduring in a democratic form. 
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Thus, for one who prizes political liberty, there can be no sanguine 
view as to where the proliferation of organization leads. If the state 
undertakes, under popular government (or perhaps under any other 
form), to substitute its control for competition in the determination 
of relative prices and relative wages, the situation must soon become 
chaotic. Congressional meddling with relative prices through tariff 
legislation has never hurt us severely, for we have had within our tariff 
walls an enormous free-trade area. The legislative history of the 
American tariff, however, does suggest most clearly the probable out- 
come of an experiment in the political manipulation of the whole 
structure of internal prices. That our political system could endure 
either the economic effects of such control or its consequences for 
political morality is at least highly improbable. 

If popular government did for a time achieve that infinitely wise and 
effective control which would be necessary merely to prevent economic 
collapse, the system could not survive. Political determination of rela- 
tive prices, of relative returns from investment in different industries, 
and of relative wages in different occupations implies settlement by 
peaceful negotiation of conflicts too bitter and too irreconcilable for 
deliberate adjudication and compromise. The petty warfare of com- 
petition within groups can be kept on such a level that it protects 
and actually promotes the general welfare. The warfare among or- 
ganized economic groups, on the other hand, is unlikely to be more 
controllable or less destructive than warfare among nations. Indeed, 
democratic governments would have hardly so good a chance o 
arbitrating these conflicts tolerably as have the League of Nation 
and the World Court in their field. 

Suppression of the competitive struggle within economic groups 
and their organization into collective fighting units, will create con: 
ditions such that only ruthless dictatorship can maintain the degree o 
order necessary to survival of the population in an economy of in 
tricate division of labor. Under these circumstances the distribution of 
power among nations is likely, by the way, to be altered drastically i 
favor of those people best disciplined to submission and least conta 
inated with dangerous notions about the rights of man. In the Wester. 
world the price of short-run security under such political arrangemen 
is likely to be greater insecurity in the long run; for Western peop 
will probably insist on changing dictators occasionally, even at 
expense of catastrophic upheavals, disintegration of national units, 
progressive political and economic separatism... . 
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